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Our Monetary Conditions 


In this issue an experiment is tried in interpreting a very technical subject for the general reader. The subject is 
one of prime importance to the national welfare and is therefore fraught with ethical significance. Subscribers and other 
readers are invited to write in their comments as to the readability and usefulness of this article—Tue Eprror. 


One of the most serious problems confronting the nation 
is monetary readjustment. Our monetary policies since 
1933 have failed in many respects to accomplish the results 
expected. Many of the assumptions underlying these 
policies need to be reconsidered. 


Monetary POLiciEs 


President Roosevelt proclaimed a nation-wide bank 
holiday to last from March 6 to March 9, 1933. By pro- 
clamation on March 10 and April 20 he brought about a 
suspension of specie payments and an embargo, with 
minor exceptions, on the exportation of gold. 


On May 7 the President avowed “the definite objective 
of raising commodity prices to such an extent that those 
who have borrowed money will, on the average, be able 
to repay that money in the same kind of dollar which they 
borrowed.” On July 3 he informed the London Economic 
Conference that “the United States seeks the kind of dol- 
lar which a generation hence will have the same purchas- 
ing power and debt-paying power as the dollar we hope 
to attain in the near future.” On October 22 he declared 
that “ever since last March the definite policy of the gov- 
ernment has been to restore commodity price levels. The 
object has been the attainment of such a level as will en- 
able agriculture and industry once more to give work to 
the unemployed. It has been to make possible the pay- 
ment of public and private debts more nearly at the price 
level at which they were incurred. It has been gradually 
to restore a balance in the price structure so that farmers 
may exchange their products for the products of industry 
on a fairer exchange basis. . . . When we have restored 
the price level, we shall seek to establish and maintain a 
dollar which will not change its purchasing and debt- 
paying power during the succeeding generation. . . . My 
aim in taking this step [buying and selling gold] is to 
establish and maintain continuous control. This is a 
policy, not an expedient. It is not to be used merely to 
offset a temporary fall in prices. We are thus continuing 
to move toward a managed currency.” 

Although the President did not say specifically that his 
goal was to restore prices to the average level of 1926 his 
advisors and others talked freely of returning to that level. 
He apparently thought a restoration of prices to a higher 
level would enable debtors to meet their obligations more 


easily, that it would increase production and employment, 
that a better balance between farm prices and other prices 
could be established, and that by buying and selling gold 
he could establish a managed currency which would 
greatly help to raise, lower, or stabilize prices. 

From March 6 to October 25, 1933, the value of our 
inconvertible paper currency was allowed to find its natu- 
ral level in terms of its value in other currencies. During 
this period the paper money price of an ounce of fine gold 
rose from $20.67 to $32.28, an increase of 56 per cent. 
On October 24, just before the government began its gold 
buying program, designed to drive the value of our in- 
convertible paper dollar down, it was $29.80, a net in- 
crease of 44 per cent. From March to October wholesale 
prices rose 18 per cent, indicating that the value of our 


money had decreased about 15 per cent (= 84.7, in- 


dicating that a dollar in October would buy only as much 
as 84.7 cents in March). Thus the depreciation of our 
currency in terms of commodities was much less than in 
terms of gold. 

On October 25 a gold-buying policy was inaugurated 
to depreciate our paper currency in terms of gold by offer- 
ing higher and higher prices for newly mined gold. When 
the dollar was devalued by proclamation of the President 
on January 31, 1934, pursuant to authorization by Con- 
gress, we were paying $34.45 an ounce. The proclama- 
tion fixed the price at $35 an ounce and the dollar weigh- 
ing 25.8 grains of gold 9/10 fine was reduced to 15 5/21 
grains 9/10 fine, or 41 per cent. 

It was expected that depreciating the currency would 
raise domestic prices and that devaluation of it in terms 
of other currencies would increase exports and decrease 
imports. An increase in exports was expected to im- 
prove business and raise domestic prices. The depreciation 
of our dollar to 59.06 cents, or 41 per cent, did give for- 
eign buyers that much advantage and encourage exports but 
it required our importers to give $1.69 ( — = $1.69) 
to purchase the same amount of foreign currencies which 
could be bought by the old dollar. 

Exports increased from $163,000,000 in February, 1934, 
to $333,000,000 in October, 1937, the high point, an in- 
crease of 104 per cent. From October, 1937, to May, 
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1938, they decreased 23 per cent and for the year 1938 
they were 7.3 per cent less than for 1937. Imports in- 
creased from $133,000,000 in February, 1934, to $307,- 
000,000 in March, 1937, the high point, an increase of 
131 per cent. From March, 1937, to May, 1938, they 
decreased 51 per cent and for the year 1938 they were 
35.2 per cent less than in 1937. 

Thus, although devaluation was expected to increase 
exports and hinder imports, exports increased less in per- 
centage than imports from the low point to the high point 
and exports as well as imports decreased during the 1937- 
1938 depression. While devaluation enables a nation to 
sell more cheaply abroad it compels a nation to pay more 
dearly for its imports. Since imports must be purchased 
with exports devaluation compels a nation to export more 
real wealth to pay for what it imports, a bad bargain from 
both angles. Furthermore, the general results indicate 
that other factors than devaluation are more important in 
determining the flow of exports and imports. 

While the volume of exports and imports has some 
effect on domestic business, the fact that our foreign trade 
probably does not exceed 6 per cent of our domestic 
transactions makes it a minor factor in determining the 
general domestic price level and business activity. The 
price level, as measured by the United States Bureau of 
Labor Statistics Index of wholesale prices (1926 prices 
= 100 per cent) rose from 60.2 in March, 1933, to 88 in 
March, 1937, the high point, or 46 per cent, only 21.8 
per cent of which took place after the currency was depre- 
ciated in February, 1934. By April, 1939, it had declined 
to 75.8, or 13.8 per cent. Obviously, depreciation of the 
currency alone has been insufficient to increase prices 
steadily or to maintain them. 

Measures other than depreciation were taken to bring 
about a better balance between farm prices and other 
prices. By January, 1935, the disparity disappeared and 
agricultural prices tended to remain somewhat above other 
prices until October, 1937. Since then agricultural prices 
have declined more than other prices. In April, 1939, the 
index for farm products stood at 63.8, foods at 68.2, and 
all ‘as other than farm products and foods at 
80.5. 


Tue Hoarp 


When the currency was depreciated the nation’s mone- 
tary gold stock was about $4,033,000,000. The govern- 
ment derived a so-called “profit” of $2,800,000,000 from 
the depreciation. Of this amount $800,000,000 went into 
the general fund of the Treasury and $2,000,000,000 went 
into the Stabilization Fund for stabilizing the foreign ex- 
change market. Of this amount $200,000,000 has actually 
been used for stabilizing the market. Continued buying 
of gold, the flight of European capital to this country, and 
the liquidation of American assets held abroad brought 
our total gold supply to $15,001,038,000 in March, 1939, 
a gain of $8,172,000,000 over the $6,829,000,000 of gold 
in the United States when the dollar was revalued. Our 
gold supply in March was about 57 per cent of all the 
publicly reported monetary gold in the world. In April 
it had increased to 63.8 per cent.* 

The advocates of depreciation claimed that it would de- 
crease the domestic debt burden. For debts contracted 
before the currency was depreciated debtors owe the same 
number of dollars under the new currency as under the 
old. They have to pay their debts out of their income. 


1 Marcus Nadler, “Rising Flood of Gold Imports,” Barron’s, 
May 1, 1939. 


Thus depreciation could not help debtors unless it in- 
creased their prosperity. For debtors who owed foreign- 
ers, devaluation of the dollar increased their debts 69 
per cent. Debts owed us by foreigners were reduced 41 
per cent. On May 22, 1939, in decisions on four cases 
involving payment of debts to foreigners, contracted in 
gold before devaluation of the dollar, the Supreme Court 
held that we could pay in our present dollars the number 
of dollars called for in the contract. This dispensed with 
the 69 per cent disadvantage when paying such debts. But 
our debtors are still at a 69 per cent disadvantage in pay- 
ing debts contracted in gold since the dollar was devalued. 


Those who claimed that revaluation of the dollar would 
increase productivity and prosperity are faced with the 
fact that the sharpest jump in productivity took place be- 
fore the gold buying program began on October 25, 1933. 
The index of productivity increased from 60 in March, 
1933, to 96 in July, or 60 per cent. In October the index 
was 78 and in January, 1934, when depreciation took 
place it was 77. It rose to the high point of 122 in March, 
1937, an increase of 58.4 per cent. It decreased to 77 in 
May, 1938, losing all the gain since January, 1934. In 
February, 1939, it stood at 99. Obviously, factors other 
than currency devaluation accounted chiefly for fluctua- 
tions in production. 

The inflow of gold, in so far as it is not “sterilized,” 
increases the volume of bank deposits and bank reserves. 
Gold sent here is sold to the Treasury since it alone may 
hold gold. The Treasury pays for it with a check drawn 
on itself. The gold importer deposits the check with a 
commercial bank thus creating new deposits. The com- 
mercial bank gives the check to the Federal Reserve Bank, 
is credited, and thus increases its reserve balances. The 
member banks of the Federal Reserve System have ac- 
cumulated over $4,000,000,000 of reserves in excess of 
requirements, enabling them to lend over $20,000,000,000 
above what they can lend on the -basis of their other 
reserves. 


The Board of Governors can sterilize $800,000,000 of 
the excess reserves by raising reserve requirements to the 
limit permitted by the law. The Federal Open Market 
Committee can order the Federal Reserve Banks to sell 
government securities in the open market, thereby reduc- 
ing excess reserves (because such selling reduces their 
cash balances). But the government has to do a consid- 
erable portion of its financing by the sale of securities in 
the open market and since it must carry on huge refund- 
ing operations, open market sales by Federal Reserve 
Banks are not likely to be carried to the point of hinder- 
ing the government. 

The Treasury can sterilize gold by issuing treasury 
bills to pay for the gold as it did in 1936-37. But the 
rapid influx of gold would increase outstanding treasury 
bills very rapidly and the Treasury does not desire to 
issue treasury bills to pay for gold for which there is no 
need. The Treasury can also sterilize gold by transfer- 
ring to the Federal Reserve Banks the balances it has 
with commercial banks. But these balances would not 
reduce excess bank reserves very much. Thus the Fed- 
eral Reserve authorities and the Treasury are not in a 
very good position to limit the broadening basis of credit 
caused by the influx of gold. 

Neither is the United States in a position to retard or 
prevent the influx of gold. If it placed an embargo on 
gold this would practically demonetize gold. Since for- 
eigners would not be able to ship gold to pay for imports 
they would probably bid up the price of dollar exchange 
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so that only $3.50 or less would be needed per pound of 
English money compared with $4.65, the present rate. 
This would reduce American exports. If the Treasury 
by a service charge or otherwise should reduce the price 
it pays for gold, this would, theoretically, at least, also 
reduce exports. 

Foreign countries could decrease the outflow of gold 
by imposing foreign exchange restrictions but that would 
hinder them from getting imports and would make it more 
difficult for those who are seeking a safe place here for 
their capital. 

One cause for the flow of gold to the United States 
would be eliminated if our imports were greater than our 
exports. Since we are a creditor nation they should be 
greater, if other nations are to pay what they owe us. 
But tariffs have hindered imports, and loans abroad have 
continued the process of putting other nations in debt 
to us. If the fear of war were eliminated that would dis- 
pense with another cause of the inflow of gold but the 
United States alone cannot establish more normal inter- 
national relations. 

Fortunately, about 58 per cent of the $15,500,000,000 
gold supply is not being used to inflate credit. About 
$4,000,000,000 in excess reserves is idle. “The Treasury, 
including the Stabilization Fund, has $2,478,000,000 
which has not yet entered the credit stream” and “ap- 
proximately $2,500,000,000 has been sterilized through 
raising reserve requirements.” * Thus “the danger lies 
in the possibility that on the basis of this idle gold a tre- 
mendous superstructure of deposits could be constructed. 
An outflow of gold from the United States could take 
place only if the forces which caused an inflow of gold 
were reversed. . . . However, a material change in the 
balance of trade of the United States is not likely. Simi- 
larly, it does not seem probable that Americans will again 
place large sums at the disposal of European borrowers 
or invest heavily in European securities until the political 
situation is more normal. An outflow, therefore, can take 
place only if as a result of improved political conditions 
abroad, foreigners would withdraw their own capital as 
well as induce Americans to place substantial sums abroad. 
Without an improvement in Europe, gold in all proba- 
bility will continue to come to the United States.” * 


Tue Sirver Hoarp 


The currency expansionists and the silver producers in- 
duced the government to inaugurate the silver buying pro- 
gram. They insisted that it would raise prices, aid busi- 
ness recovery, decrease unemployment in the silver pro- 
ducing states and help the silver producing and silver 
using countries by enabling them to buy exports from us. 
Little or no attention was given to the fact that we would 
be exchanging our exports for something we did not need. 

Title III of the Agricultural Adjustment Act, approved 
May 12, 1933, authorized the President to accept up to 
$200,000,000 within six months from foreign governments 
desiring to pay their debts to us in silver at a price not 
to exceed 50 cents an ounce. We received $11,367,412.18. 
It also authorized the President to fix the weight of the 
silver dollar at a definite ratio to the gold dollar and to 
carry on the unlimited coinage of gold and silver at that 
ratio. 

By proclamation on December 21, 1933, the President 
authorized the Treasury to pay 64.64 cents per ounce for 

2 Ibid. 

8 Ibid. 
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domestic silver mined after that date. Since the nominal * 
value of an ounce of silver is $1.2929 this price (64.64 
cents) gave the Treasury a nominal profit of 64.65 cents. 
At that time the Treasury could buy foreign silver for 
43.25 cents. The price paid domestic producers gave 
them a subsidy of 21.39 cents an ounce. 

Under the Silver Purchase Act approved July 19, 1934, 
the Secretary of the Treasury was “authorized and di- 
rected” to purchase silver at home and abroad “at such 
rates, at such times, and upon such terms . . . as he may 
deem reasonable and most advantageous to the public in- 
terest.” However, he was not to pay more than $1.2929 
an ounce. For the silver “situated in the continental 
United States on May 1, 1934” he could not pay in ex- 
cess of 50 cents an ounce. Furthermore, he was ordered 
to continue purchasing at home and abroad until the mar- 
ket price reached $1.2929 or until “the monetary value of 
the stocks of silver is greater than 25 per cent of the 
monetary value of the stocks of gold and silver.” 

By proclamation on August 9, 1934, the President na- 
tionalized silver, as he had gold earlier, and the existing 
commercial stocks of silver were bought at 50 cents an 
ounce. The difference between 50 cents and $1.2929 was 
the nominal profit for the Treasury. 

The Treasury paid domestic producers 64.64 cents un- 
til April 10, 1935; 71.11 cents until April 24, 1935; and 
77.57 cents until January 1, 1938. Since then the price 
has been 64.64 cents. 

From the passage of the Silver Purchase Act to Decem- 
ber 23, 1938, the Treasury bought about 1,870,000,000 
ounces of silver at a cost of about $1,000,000,000. Of this 
amount less than $250,000,000 was paid to domestic pro- 
ducers and to the holders of existing silver stocks in 1934. 
The balance went to foreign sellers for silver withdrawn 
from monetary uses.° This has drained a vast hoard from 
silver using countries and complicated their internal and 
international fiscal relations. The world market price for 
silver was only 42.75 cents per ounce on May 1, 1939. 

As of December 31, 1938, the Treasury silver holdings 
were estimated at 2,575,000,000 ounces. When the Sil- 
ver Purchase Act became law the Treasury had 696,- 
000,000 ounces and had to purchase 1,328,000,000 ounces 
to bring its silver holding up to the required ratio with its 
gold holdings. The purchases have exceeded 1,328,000,000 
ounces but the increase in gold holdings to $14,500,000,000 
by December 31, 1938, required the Treasury to purchase 
1,165,000,000 additional ounces of silver in order to bring 
its silver holdings up to the required ratio. 

Thus not only have the silver purchases failed to raise 
prices but the law requires the Treasury to continue a 
policy which is likely to injure our silver producers in 
the long run. The hoard of silver can be disposed of 
only at world market prices and disposal of it would drive 
the price of silver to unprecedentedly low levels. If we 
wish to continue to subsidize our silver producers it is not 
necessary to purchase a lot of silver we do not need from 
foreign countries. 

Monetary authorities point out that our currency in cir- 
culation is already dangerously large. From June 30, 
1933, to February 28, 1939, the amount of silver certifi- 


4 Government arbitrarily fixes the number of grains of gold or 
silver in a dollar. Thus the number of grains in an ounce of sil- 
ver are given a nominal value of $1.2929, as compared with the 
market value of an ounce of silver, which fluctuates. 
os The National City Bank of New York Bulletin, January 1, 

6 Handy and Harman, bullion dealers in New York City, New 
York Times, January 9, 1939. 
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cates in circulation (outside the Treasury and the Fed- 
eral Reserve Banks) jumped from $360,699,000 to $1,- 
327,000,000. The total currency in circulation February 
28, 1939, was $6,731,000,000. Furthermore, the Presi- 
dent, besides having the power to buy gold and silver, 
also has power to issue $3,000,000,000 in United States 
notes which shall be legal tender in the payment of all 
debts public and private. 

Some of those who thought that prices could be raised 
by increasing the supply of currency are now seeking legis- 
lation requiring the Board of Governors of the Federal 
Reserve System to so regulate credit as to raise prices to 
the 1926 level. On March 13, 1939, the Board issued a 
statement to Congress and the public pointing out the 
absurdity of such legislation. The Board is in complete 
sympathy with the desire to prevent booms and depres- 
sions. It declared that experience has shown, however, 
“that prices cannot be controlled by changes in the amount 
and cost of money.” ? 

In support of its contention the Board pointed out that 
“from 1926 to 1929, there was no change in the amount 
of currency but there was a drop of five per cent in prices. 
From 1929 through 1938, there was an increase of 60 
per cent in currency while there was a decrease of 20 
per cent in prices. Evidently cash and prices do not 
move together.” 


As a matter of fact currency is not the principal means 
people use to pay for what they buy. Comparatively “it 
is the small change of business” because more than nine 
tenths of the transactions in this country are settled by 
checks drawn on bank deposits. Furthermore, prices do 
not depend on the cost of money. During the last 10 
years interest rates have been lower than at any previous 
time on record but “prices went down about one-fourth.” 
The Board has some control over the amount and rates 
for credit but “does not and cannot have complete con- 
trol of the amount of money and its use.” The banks are 
in a better position than ever to extend credit but they 
and the Board cannot make people use credit. 

The Board also pointed out that steady prices do not 
assure prosperity. “We had fairly steady prices from 
1921 to 1929; but during that period there was develop- 
ing a speculative situation which led to the collapse in 
1929. . . . While prices are stable, destructive forces may 
be at work that lead to panic and disaster. To require 
the Board to be guided in its policies entirely or princi- 
pally by changes in the level of prices would prevent it at 
times from doing its best to serve the public interest.” 
More important than average prices are the relations 
of prices. “One reason why steady average prices do not 
assure prosperity is that the average can be steady while 
prices of some of the commodities that make it up change 
violently. People are more interested in the relation be- 
tween the prices of what they produce and sell and the 
prices of what they buy and use than in the general price 
level.” 

Furthermore, a steady average of prices may cover up 
sharp changes in prices of important commodities upon 
which farmers, industrialists and wage workers depend 
for a living. “At the present time, [when the Board wrote 
its report] with the average of all wholesale prices at 77 
per cent of the 1926 level, prices of farm products are at 
only 67 per cent, while industrial commodities are at 80 


7 Federal Reserve Bulletin, April, 1939, p. 255. 


per cent. Even prices of different farm products differ 
widely. Cotton and grain prices are 50 per cent of the 
1926 level, while livestock prices are 80 per cent.” 

Many factors over which a monetary authority can 
have no control affect prices. Drought, demand for 
armament, and the costs of producing raw materials and 
finished products affect prices in ways that cannot be lim- 
ited by control of money and credit. 

Our present economic system demands a sound cur- 
rency based on gold as the most acceptable standard of 
value yet devised. No nation needs more gold than ex- 
perience shows is necessary to guarantee the redeemability 
of all other currency. No nation needs more currency 
than is necessary to carry on cash transactions and to 
provide bank reserves sufficient to support the credit 
transactions in a growing economy. 

Moves are on foot in Congress to repeal the Silver Pur- 
chase Act, take away the power of the President to issue 
$3,000,000,000 in United States notes, prohibit the un- 
limited coinage of silver, deny the President the power to 
lower the gold content of the dollar after June 30, 1939, 
regulate the use the Secretary of Treasury can make of 
the Stabilization Fund, and establish a joint congressional 
committee to study our monetary system and make recom- 
mendations for its improvement, including a recommenda- 
tion on the possibility of an early return to specie 
payments. 

For several years many economists who specialize in 
money and banking have been recommending that Con- 
gress should act along the monetary lines that are now 
being urged upon it.® A. E. S. 


Fifth Survey of Consumers’ Cooperation 


The United States Bureau of Labor Statistics has just 
issued its fifth report on consumers’ cooperation. The 
statistics apply for the year 1936 and contain reports from 
4,100 consumer cooperatives carrying on retail distribu- 
tion and services with 830,000 members and a volume of 
$188,000,000 in 1936. 

Three fourths of the cooperative stores were in towns 
of 5,000 population or less. The report indicates that 
nearly 45 per cent of the cooperatives reporting have been 
formed since 1929, furnishing quantitative evidence that 
economic distress has been a major factor in stimulating 
the development of the cooperative movement. The aver- 
age membership of all retail cooperatives is 257. Seven 
cooperatives had sales in 1936 of over $1,000,000 each. 
The annual sales per organization were $81,058. 

More than 70 per cent of the cooperatives reporting 
were able to return savings to their members and patron- 
age dividends were paid from two to six per cent for stores 
and from five to 11 per cent for gasoline and oil coopera- 
tives. The report states: “Today more associations are 
formed only after extended educational work than was 
formerly the case. Reliance on practical facts has to a 
large extent supplanted the unthinking enthusiasm and 
exaggerated claims that characterized the early period.” 

The publication is entitled ““Consumers’ Cooperation in 
the United States, 1936” and is edited by Florence E. 
Parker. 


8 Readers seeking a nontechnical account of our monetary con- 
ditions are referred to Walter E. Spahr, An Appraisal of the 
Monetary Policies of Our Federal Government, distributed by the 
Economists’ National Committee on Monetary Policy, 70 Fifth 
Avenue, New York, N. Y. 
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